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GOLD AND THE DOLLAR 


PROBLEM of great complexity awaiting the Kennedy 

administration is how to restore full confidence in the 
American dollar abroad without impairing free world de- 
fense or the country’s foreign aid programs, and without 
instituting austerity measures which would further depress 
economic activity at home and make it necessary to post- 
pone many of the welfare advances promised in the 1960 
Democratic platform. Steps recently taken by the Eisen- 
hower administration to redress the balance of interna- 
tional payments, and thus to stem the loss of gold and 
strengthen the dollar in foreign markets, represent the 
first facing up to a problem which has become increasingly 
serious over the last few years. Some of these steps may 
be further elaborated, and others modified or abandoned 
in favor of measures promising greater effectiveness, when 
the new administration takes office. 


In late November the country’s monetary gold stock fell 
below $18 billion for the first time in more than 20 years.! 
Only a few years ago economists were saying the world 
faced a “permanent dollar shortage.” ‘Today, after gold 
losses of $2.2 billion in 1958, $1.1 billion in 1959, and $1.5 
billion in the first eleven months of 1960, there is talk of a 
“permanent payments deficit.” The recent experience of 
the United States and other countries is held by some 
economists to demonstrate the need of a thoroughgoing 
reorganization of the international monetary system. 


CONCERN OVER DECLINE OF CONFIDENCE IN THE DOLLAR 


The weakening of international confidence in the dollar 
was dramatized by a feverish rush on gold in the London 
market in mid-October. 
lifted the price of gold from $35.25 to nearly $41 an ounce. 
In the space of four days the value of the dollar, in rela- 


A surge in speculative buying 


On Nov. 30, the ” : 
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$33 million by withdrawals of foreign 
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tion to the price of gold, fell more than 13 per cent before 
starting to rise again. The flurry of speculation was at- 
tributed to reports that Swiss bankers were convinced that 
the next administration at Washington would be compelled 
to devalue the dollar. 


While the transactions in London, which totaled less than 
$20 million, received most public attention, the build-up of 
foreign assets in the United States and the outflow of dol- 
lars for private investment abroad posed a more serious 
threat to American gold reserves and accordingly to sta- 
bility of the dollar. Henry C. Alexander, chairman of the 
Morgan Guaranty Trust Co., pointed out, Nov. 28, that 
“We have been losing gold at a brisk rate—not to specu- 
lators, not to nervous hoarders, but to governments and 
central banks of countries that have piled up dollar claims 
against us.” 2 


Foreign governments, corporations and individuals, who 
held less than $5 billion in American short-term invest- 
ments and deposits in 1948, today hold more than $19 bil- 
lion subject to withdrawal at any time. While U.S. gold 
holdings are still large enough to pay off the country’s 
banking obligations to the remainder of the world, short- 
term claims of foreign creditors now exceed the total gold 
stock held by the Treasury.’ In fact, the margin of gold 
reserves has narrowed so rapidly that continuation of the 
outflow at present rates for any considerable period might 
well compel substantial cuts in American economic aid to 
other nations and in the strength of U.S. forces overseas. 


FACTORS CONTRIBUTING TO LARGE PAYMENTS DEFICIT 


Over the past decade the United States has been spend- 
ing more dollars abroad than other countries have spent 
in the United States, and in that sense the country’s inter- 
national accounts have long been out of balance. It was not 
until 1958, however, that imbalance suddenly took on large 
proportions. In that year the balance-of-payments deficit 
rose from an annual average of about $1 billion, which econ- 
omists said was sufficient to enable other countries to re- 
build their foreign exchange reserves, to more than $3.4 
billion. When the resulting gold loss continued through 


2Speech at annual meeting vestment Bankers Association, Hollywood, Fla 


}It has been said that wever thr ng a country’s economy may be, however 
rich ir aturs t € wever re or brilliant its general prospects, confi- 
dence i ts ty pay fundamental proportionate to the quantity of ite 


treasure in gold.” ; Sutherla rold (1959), p. 182 
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1559 and into 1960, the realization spread that the United 
States had been trying to do more in the world than its 
overseas earnings would allow. 


The first explanation offered for the loss of gold was that 
America had “priced herself out of world markets’; that 
American products were no longer competitive. Although 
it is true that rising prices of U.S. products have not made 
it easier to sell abroad, the United States has exported more 
than it has imported in every year of the present century 
and the past two years have not been exceptions. Com- 
mercial exports rose from an annual rate of about $15.5 
billion early in 1959 to an annual rate of $20 billion in the 
autumn of 1960, while imports remained fairly steady at a 
$15 billion-a-year level. At the annual convention of the 
National Trade Council in New York, Nov. 14-18, export- 
ers, bankers, and government officials were hopeful that 
exports might reach a record high of more than $21.5 bil- 
lion in 1961. Secretary of Commerce Frederick H. Mueller 
said, Dec. 7, that they might reach $23 billion. 


Some economists attributed the gold loss to foreigners 
who, fearing that'‘the United States would not long be able 
to meet its external obligations in full, were staging a “run 
on the dollar.”” But this theory had to be abandoned when 
it was discovered that foreigners had been steadily increas- 
ing their dollar balances in the United States. 


Blame then was placed, in succession, on the foreign aid 
program, military expenditures abroad, and “hot money” 
seeking higher rates of interest in Europe. President- 
elect John F. Kennedy said in a campaign speech in Phila- 
delphia, Oct. 30, that when the Federal Reserve Board 
“allowed short-term interest rates to drop far more rap- 
idly than the interest rates on long-term obligations,” it 
“encouraged foreign investors to take their money to other 
countries where the rates are higher.” The Federal Re- 
serve Board had already observed that “Most of the in- 
crease in the outflow of capital this year appears to have 
represented a response to the pull of tighter credit condi- 
tions and higher interest rates abroad compared with eas- 
ier conditions and lower rates in this country.” 4 However, 
Peter B. Kenen, professor of economics at Columbia Uni- 
versity, asserted that while “each camp, as usual, is partly 


*“The U.S. Balance of Payments,” Federal 


Reserve Bulletin, October 1960, ‘p. 
1095. 
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right,” the large deficits of the past three years could not 
be pinpointed to one area of foreign transactions.” © 


American outlays abroad in 1959 included $15.3 billion 
spent for merchandise imports, $4.4 billion spent by Amer- 
ican tourists and for miscellaneous services abroad, and 
$2.2 billion of private foreign investments in other lands. 
In addition to the funds laid out in these private transac- 
tions, the U.S. government spent $3.1 billion for the armed 
forces overseas and $2.9 billion on foreign aid. The total 
of all these expenditures, private and governmental (plus 
private remittances, the interest on U.S. government 
debt held abroad, etc.), reached $29.4 billion, whereas re- 
ceipts from foreign sales and other transactions totaled 
only $25.8 billion. This year, according to Department of 
Commerce estimates, payments will reach $32.9 billion and 
receipts $28.6 billion, thus widening to $4.3 billion the gap 
between outgo and income on foreign account. 


MOVES BY OUTGOING ADMINISTRATION TO CUT DEFICI' 


The outflow of gold rose so abruptly at the end of Oc- 
tober and the beginning of November that President Eisen- 
hower on Nov. 16 ordered all federal agencies to cut their 
foreign spending drastically. Beginning Jan. 1, 1961, the 
number of dependents of servicemen stationed abroad was 
to be reduced from the current level of 484,000 to 200,000, 
at a rate of 15,000 a month.® The President said in ex- 
plaining this and other moves to correct the imbalance of 
payments that “We seek this improvement within policies 
which will not diminish our military strength, will not im- 
pair our international programs, and will enable us to con- 
tinue to pursue our objectives of a higher level of world 
trade and the free flow of funds connected therewith.” 


The President’s directives dramatized both at home and 
abroad the seriousness of the continued drain on the na- 
tion’s gold reserves. Speaking from Washington on Nov. 
28, the President said the United States was “determined 


+ 


to take whatever decisions are necessary and appropriate, 
consistent with its devotion to a free economy, and as are 
necessary to protect the integrity of the dollar.’’ Further 
action in the final weeks of the Eisenhower administration 


* Peter B. Kenen, “The Gold R " New Leader, Nov. 21, 1960, p. 3 
*The monthly reduct nt 


personnel, 6 


’ livided ) wives and children of Army 
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rests largely on the results of the Nov. 16 order that 
government agencies scrutinize their 


all 
overseas operations 
and report their findings to the White House 
than Dec. 15. 


A 


not later 


The Eisenhower directives instructed the 
Cooperation Administration to “adopt a policy which will 
place primary emphasis on financing goods and services of 
United States origin in all of its activities,” and urged that 
“the amount of commodities now being purchased abroad 
with I.C.A. funds . . . be reduced to 
figure.” Moreover, “effective steps” were to be taken “to 
prohibit the purchase of foreign goods by commissaries” 
operated by the Army and the State Department.’ 


International 


the lowest possible 


It was 
estimated that these and other curtailments of foreign ex- 


penditures would save at least $1 billion a year in foreign 
exchange. 


ANDERSON-DILLON MISSION TO BONN, PARIS, LONDON 


The importance of European cooperation in correcting 
the American balance-of-payments 
on Nov. 19 when Secretary of the Treasury Anderson went 
to Bonn with Under Secretary of State C. Douglas Dillon 
to request that the West German government increase its 
contribution to European defense, 


deficit was emphasized 


expand its aid to devel- 


oping countries and assist the United States in other ways 
in handling its balance-of-payments problem. 


While gold was flowing out of the United States, it was 
rushing into German banks at an annual rate of $2 billion. 
Accumulated German reserves of about $7 billion prompted 
the United States to ask West Germany to help defray the 
cost of supporting American troops stationed on its soil 
with a payment of $600 million. This request took the 
Germans by surprise and was declared unacceptable. 
Chancellor Konrad Adenauer’s government faces general 
elections next year and renewed German support of for- 
eign troops would bring: distateful reminders of the post- 
war occupation.® 


7An order issued on Dec called roan “order! cessation” of purchases for 
the foreign aid program in 18 c« tr with relatively str irrencies and risir 


gold reserves The countries include nads rance, Germany, Italy, Japan and 
the United Kingdom 


® After having budgeted ort for fiscal 1957-58, 
West Germany paid only < t t » and <« of 1 future contributions. 
However, West Germany ill ir t the “infrastructure” costs 
of Nato. The infrastr re omy f ai t highways, pipelines and 
like facilities maintains ny t allis € 
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The West Germans did offer to help the United States 
by making immediate payment for military equipment al- 
ready ordered for delivery over the next four years, by re- 
paying now a sum of $600 million owed to this country 
but not yet due, and in certain other ways. Negotiations 
on these and other matters have been continued through 
normal diplomatic channels. An opportunity for discus- 
sions at a higher level will be afforded when the foreign 
ministers of NATO countries gather in Paris, Dec. 16, for 
a meeting of the North Atlantic Council. 


Prior to the Anderson-Dillon mission, West Germany 
had announced plans to spend $1 billion in 1961 to aid 
underdeveloped nations. This brought criticism in the 
United States on-the. ground that, instead of a “one-shot” 
measure, Germany should set up a permanent foreign aid 
program. However, other moves were more favorably re- 
ceived. West Germany cut its bank rate from 5 to 4 per 
cent on Nov. 11 and halted payment of interest on foreign 
deposits to help curb the “flight of capital” from the 
United States, and the central bank began to pay a 1 per 
cent premium to those who sold marks for dollars. Ger- 
man bankers were said to have been unenthusiastic about 
these moves because inflation was still a threat, and the 
demand for many kinds of goods was so far outrunning 
supply that prices could easily get out of hand. 


Paris and London, visited also by Anderson and Dillon, 
have given substantia] support to the American monetary 
position. They repaid $214 million to the International 
Monetary Fund on Nov. 3, a year in advance, and both 
lowered their discount rates to discourage the inflow of 
dollars.?® 


The Bank of Switzerland has instituted a 1 per cent 
interest charge on all foreign deposits, and nearly all of 
the European countries have made some reductions in 
tariffs and begun to dismantle their quantitative restric- 
tions against American goods. The President had noted 
in his Nov. 16 directive that particular attention should 


*The Bonn government's weekly survey of German affairs said, Nov. 29, that the 
Federal Republic had offered also to pay a “considerably larger share’ of Nato’s 
infrastructure costs, to help finance “certain projects for developing countries to be 
earried out by American indust 1 firr ”" and to take measures to bring about 
return to the United States of $600 million of American “fugitive capital” in West 
Germany. 


2% A cut from 6 to 5% per cent in e Bank of England's rate on Oct. 27 was 


followed on Dec. § by a further t to 5 per cent. This compares with the 3 per 
cent discount rate of the Federal Reserve Bank of New York. 
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be given to “maximizing tariff concessions by foreign coun- 
tries under current tariff negotiations and assuring that 
these concessions .. . are made fully effective to the benefit 
of American exports.” 


Under Secretary of State Dillon said in Philadelphia on 
Sept. 15 that the United States had “‘been able to make 
great progress in removing obstacles to its exports during 
the past year and a half.” He pointed to specific liberal- 
ization measures taken by more than a dozen countries 
which accounted for an estimated $750 million improve- 
ment in United States exports. However, Britain and 
France still have customs duties of 30 per cent on auto- 
mobiles, for example, and if European tariffs and quotas 
on the import of agricultural goods from the United States 
were eliminated, exports of these commodities would rise 
substantially. 


American Monetary Policy Since 1933 


STABILITY of the dollar has been preserved over the last 
decade because the United States has been able to meet 
drafts on this country by resort to its vast gold reserves. 
The Treasury still has $18 billion in gold stock on hand, 
but $11.6 billion of this is needed to back up Federal Re- 
serve notes outstanding and member bank reserve ac- 
counts."! This leaves only about $6 billion in free gold to 
meet foreign short-term dollar claims of some $19 billion. 
However, as long as there is confidence in the dollar, tor- 
eign central banks will keep their claims in interest-bear- 
ing dollar obligations. Large balances here are needed 
to carry on day-to-day business transactions and to meet 
current or prospective dollar requirements. 


DEPARTURE FROM GOLD STANDARD IN DEPRESSION 


The gold standard, as it existed in Great Britain from 
1717 to 1914 and elsewhere for shorter periods, rigidly tied 
the external value of a national currency to a fixed quan- 
tity of gold that also dictated the same value for that cur- 
rency when used internally. In the United States, Con- 
gress was given power under the Constitution “to coin 


™ Until 1945 the gold reserve was %5 per cent for deposits and 40 per cent for 
currency Congress lowered the requirement to a flat 25 per cent in that year 
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money [and] regulate the value thereof.” In the Parity 
Act of 1900 Congress provided that 


dollar, consistin f 25.8 grains of gold nine-tenths fine, 


Th 


shall be the standard unit of value and all forms of money issued 


or coined by the United States hall be maintained at 
value with this standard, and it shall be the duty of the 


of the Treasury to maintain such parity 


The gold standard could continue to rule international 
transactions as long as supplies of gold kept pace with in- 
creasing world demand for the metal, and as long as a 
country’s internal and external prices remained in a fairly 
stable relationship. However, after World War I almost 
all currencies were in a chaotic state, due to wartime infla- 
tion, and many countries were forced off the gold standard. 
In the United States, which had received huge imports of 
gold, the buying power of the metal, in terms of commodi- 
ties, had fallen by 40 per cent. 


War and postwar changes in the value of gold destroyed 
popular faith in a definite and objectively given value of 
gold as a common basis for the world’s monetary system. 
The volume of currency was no longer determined by the 
supply of gold. Although movement of gold to the United 
States should have resulted in higher prices (which would 
have encouraged imports, discouraged exports, and even- 
tually restored an even balance of international payments), 
the Federal Reserve Board, anxious to combat rising stock 
exchange speculation, pursued deflationary policies which 
prevented commodity prices from rising and ultimately had 
disastrous effects on production and employment. The flow 
of gold to the United States after the end of World War I 
aggravated balance-of-payments problems and made it in- 
creasingly difficult for other countries to maintain their 
gold reserves. By mid-1932, only six countries still tied 
their currencies to gold. 


The United States technically departed from the gold 
standard on March 5, 1933, when President Franklin D. 
Roosevelt proclaimed an embargo against gold exports the 
day after he took office. Three months later, on June 5, 
Congress adopted a joint resolution “to assure uniform 
value to the coins and currencies of the United States” by 
declaring gold clauses in all existing obligations, public and 
private, contrary to the public interest and invalid. Roose- 
velt then issued an executive order requiring that all gold 
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and gold certificates in private hands be returned to the 
Treasury or the Federal Reserve banks for replacement by 
currency not redeemable in gold. 


DEVALUATION OF DOLLAR BY ROOSEVELT IN 1934 

The primary reason for President Roosevelt’s decision 
to quit the gold standard was a desire to raise internal 
commodity prices; cheapening American exports in for- 
eign markets was a secondary consideration. The Presi- 
dent said in a “fireside chat” on Oct. 22, 1933: 

It becomes increasingly important to develop and ay 

ther measures which may be necessary from time to 

the gold value of our own dollar at home... . Therefore the U 

States must take firmly in its own hands the control of the gold 


value of our dollar. ... As a further effective means to this end, 


I am going to establish a government market for gold in the United 


1 t 
States. . . . Whenever necessary to the end in view,*we shall also 
buy or sell gold in the world market. My aim in taking this step 
is to establish and maintain continuous control. This is a policy 
and not an expedient. It not to be used merely to offset 
temporary fall in prices. We are thus continuing ve toward 
a managed currency. 


Roosevelt’s policy was confirmed, so far as there was ques- 
tion of its legality, by passage of the Gold Reserve Act of 
Jan. 30, 1934, which gave the President authority for a 
period of three years to revalue the dollar at 50 to 60 per 
cent of its former gold content, and to vary the gold con- 
tent within those limits as circumstances might warrant.!? 
The President immediately proclaimed a reduction of 40 
per cent in the dollar’s gold content, thus raising the price 
of gold from the old statutory rate of $20.67 an ounce to 
$35 an ounce. The profit of this devaluation to the Treas- 
ury was over $2.5 billion and almost doubled the nominal 
value of the country’s gold reserves. 


RISE AND FALL OF UNITED STATES GOLD RESERVES 

The money value of gold in all countries was raised by 
the widespread devaluation of currencies during the 1930s. 
Gold holdings, concentrated in official reserves, became 
large relative to international payments, but the distribu- 
tion of gold among central banks did not come into balance. 
The gold stock of the United States in 1932 amounted to 
only $4.2 billion. By 1935, after devaluation, the official 
reserve had risen to $10.1 billion, and it mounted to $17.8 


12 This authority, twice renewed, was finally rescinded by Congress in 1948. The 
gold content of the dollar can now be changed only by act of Congress 
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billion in 1939. When the United States entered World 
War II in 1941, the reserve had reached $22.8 billion. 
Liquidation of allied investments in this country and use 
of gold to pay for war supplies, and later to meet recon- 
struction needs, ultimately led to concentration of most 
of the world’s gold supply in the custody of the U.S. 
Treasury. 


The surplus of American exports over imports in the first 
three years after World War II amounted to more than 
$25 billion, the United States exporting about twice as much 
as it imported in this period. The accounts were balanced 
largely by American loans and grants and by liquidation of 
gold and dollar assets held in this country by foreigners. 
Gold continued to accumulate in the United States until 
1949, by which time the Treasury had acquired $24.6 billion 
of bullion. The remainder of the world, excluding Russia, 
held only $8.6 billion of gold reserves. 


The prolonged transfer of gold to the United States was 
brought to an end around 1950 by American foreign aid 
programs and was then reversed by a rapid increase in 
production abroad and foreign exports. The United States 
paid out for imports, international aid and foreign invest- 
ment during the ten years from 1949 to 1959 more than 
$18 billion in excess of its receipts from foreign countries. 
This huge accumulated deficit in the balance of interna- 
tional payments built up foreign claims of an equivalent 
amount against the country’s gold reserves. 


DEVELOPMENT OF INTERNATIONAL DOLLAR STANDARD 


Foreign governments and central banks have been willing 
to hold dollars as a substitute for gold because the Treasury 
has tied gold to the dollar. To all intents and purposes, 
the American gold bullion standard of $35 an ounce 
amounts to an international dollar standard with the U.S. 
Treasury in the role of central banker and the foreign 
banks holding gold and dollars as reserves." 


The Bretton ,Woods agreements of 1944 established a 
system under which each member country declares to the 
International Monetary Fund the number of its currency 


3 Paper currencies today are based on gold held centrally but never issucd as coin. 
In other words, gold no longer circulates as an element of any country’s monetary 
system “This country’s position for almost three decades has been that gold .. . 
should not be funneled into private hoards but instead should be held in official 
reserves, where it can be used by monetary authorities to meet balance-of-payments 
needs.”""—Morgan Guaranty Survey, November 1960 
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units exchangeable for an ounce of gold, thus implying a 
degree of exchange stability between one currency and 
another. This fixed relationship between gold and dollars, 
pounds, francs, marks, etc., stabilizes international ex- 
change and automatically exerts an influence on price levels 
in the various countries." 


While world trade was growing in the past 10 years at 
an average annual rate of more than 6 per cent, monetary 
gold stocks were increasing annually by an average of only 
about 1.6 per cent. To maintain international liquidity, 
nations supplemented their gold stocks by holding dollars 
as a part of their reserves. Economists believe that as 
the volume of world trade increases, holdings of reserves 
must increase at least as rapidly if more and more coun- 
tries are not to find themselves in balance-of-payments 
difficulties. 


Present known gold stocks totaling about 110 million 
pounds, which form the backing for the currency of the 
world, could never be disposed of at anything like face 
value for other than monetary uses. Indeed, it has been 
argued that the true standard of value should not depend 


upon a single commodity, whether it be gold, silver, wheat 
or uranium. John Kenneth Galbraith, Harvard economics 
professor and an adviser to the President-elect, said in a 
broadcast on Oct. 27: “The real wealth of a nation, of 
course, isn’t its gold. This is a very un-nutritious com- 
modity. The real wealth of the nation is its capacity to 
produce things. ... If [gold] just evaporated off the face 
of the earth, I suppose we'd find something else.” 


REVALUATION OF THE RUBLE; Soviet GOLD POLICY 

Soviet Premier Nikita S. Khrushchev, speaking in Paris 
sarlier this year, said: “Gold we have, but we save it. 
Why? I don’t really know. Lenin said that the day would 
come when gold would serve to coat the walls and floors 
of public toilets. When the Communist society is built, 
we must certainly accomplish Lenin’s wish.” One of the 
world’s mysteries is why the Soviet Union has clung to 
capitalist banking practices in the face of supposed Com- 
munist antipathy for such institutions as monetary gold 
reserves and a money economy. 


“In relation to gold the present dollar is a measure of weight, in grains of gold, 
and not a measure of value Although the 1960 dollar is worth less than half the 
1934 dollar in terms of commoditi the price of gold remains unchanged 
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Russia is to revalue its ruble currency, effective Jan. 1, 
both in relation to gold and in relation to the dollar and 
other Western currencies. By this revaluation, announced 
in Moscow on Nov. 14, the present ruble is to be exchanged 
at the rate of 10 to 1 for a new “heavy” ruble. This will 
make no difference internally, because prices of all products 
and services will simply be lowered proportionately, but ex- 
ternally the value of the ruble will be cut more than in half. 
The present ruble, at the official rate of exchange, is worth 
25c in U.S. currency, but the new ruble, while worth 10 
times as much internally as the old, is to be worth only 
$1.11 instead of $2.50 in U.S. currency. 


The devaluation will bring the ruble down about to the 
point where Western economists think its real value in 
terms of commodities has stood in recent years. High- 
ranking Soviet spokesmen have clearly stated that a con- 
vertible ruble is a goal of Soviet policy—a goal to be 
reached by a series of moves intended to oust the dollar 
from its high rank in world money nyarkets. It is believed 
the Soviet Union is not yet ready fo launch such a con- 
vertible ruble for fear that Russian gold reserves would be 
exposed to the pressures and competitive forces typical of 
the world’s money markets. Oscar L. Altman, adviser to 
the International Monetary Fund, has written that a con- 
vertible ruble could be established only if there were no 
expectation that foreign banks would convert rubles into 
gold.'5 


Robert Triffin, Yale economics professor, has said that 
he would be “thoroughly upset if the U.S.S.R. decided to 
use aggressively its vast gold stock in world markets for 
economic or political purposes.” He added that “depending 
upon the policies adopted on both sides” of the Iron Cur- 
tain, Russia might “wreck the gold standard as an inter- 
national monetary mechanism.” '® However, . since the 
Soviet Union over the last 40 years has consistently sought 
to build up sizable gold reserves (now estimated at $4 
billion to $7 billion), to pay in gold for strategic goods, and 
to deal with gold in a conservative fashion, the possibility 
that Moscow would sell gold to acquire currency balances 
which it would use at the appropriate moment to attack 


% Oscar L. Altman, “Ru sold and the Ruble” (International Monetary Fund 
staff paper, April 1960), ‘ 


% Robert Triffin, ‘“The tetur o Convertibility,” Quarterly Review of the Banca 
Nazionale del Lavoro, March 1959, p. 53 
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other currencies, or the structure of exchange, seems re- 
mote.!? 


Gold Outflow and the New Administration 


CORRECTING the current imbalance in the international 
accounts of the United States will be one of the most diffi- 
cult tasks to be tackled by the new administration. The 
problem is to pursue a monetary policy appropriate to 
domestic needs and at the same time to maintain world 
stability of the dollar. Economists have no ready answer 
to the question of how to pursue an anti-inflationary policy 
and still keep American investors from pouring their dollars 
into foreign countries in quest of higher earnings. Anti- 
recession measures to stimulate production and employ- 
ment could aggravate the dilemma. Many drastic measures 
have been proposed for eliminating the deficit in the bal- 
ance of payments, such as restricting imports and long-term 
private investments in foreign countries. However, such 
measures would mean abandonment of policies which are 
currently thought to be essential to the achievement of 
national goals. 


POSITION OF PRESIDENT-ELECT ON MONETARY POLICY 


The means of dealing with the dollar problem put forward 
by Sen. Kennedy during the 1960 campaign were very 
similar to the measures instituted in_ mid-November by 
the Eisenhower administration. In a speech at Philadel- 
phia on Oct. 30, Kennedy promised to “maintain the cur- 
rent value of the dollar.” Rather than devalue the dollar, 
he would “defend its present value and its soundness.” 

We will begin immediate and vigorous negotiation 

artificial barriers to the flow of American goods overs 

as restrictions on the flow of foreign capital to thi 

shall ask our allies to share the increasing burde: 


e 
1 of building the 
military and economic strength of the free world. The 
of Western Europe, whose economies we have helped to restore, 
should now assume full partnership in the struggle against com- 
munism. 


natior 


In his essay on “The Importance of Gold Now and After 
of Socialism,”” Lenin said: “We must save the ] se 
buy goods with it at the lowest pric« ‘When 
wolves.” ”’ 


the Complete Vix tory 
gold . sell it at the highest price, 
living among wolves, howl like the 
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Throughout the campaign, Kennedy emphasized his in- 
tention to balance the federal budget unless deficit spend- 
ing were made necessary by severe unemployment or a 
national emergency. Nevertheless, he maintained that the 
government should spend more in such areas as housing, 
education, and aid to depressed areas. Such expenditures, 
he said, would accelerate economic growth and thus in- 
crease tax revenues. This increase, together with elimina- 
tion of tax loopholes and reduction of government waste, 
would keep the budget in balance. 


In his Philadelphia speech, Kennedy outlined a six-point 
anti-deflation program which he said would enhance the 
country’s ability to compete in world markets and cut the 
outflow of dollars. Included in the program were “more 
flexible use of interest rates . .. to control inflation 
and a coordinated monetary and fiscal policy” within the 
government. “We must stimulate plant modernization pro- 
grams ... through tax concessions, including accelerated 
depreciation,” to enable American industry to compete suc- 
cessfully with the modern plants built in Europe with 
American aid. 


The joint statement issued by President Eisenhower and 
the President-elect after their post-election conference at 
the White House, Dec. 6, said that the two had discussed 
major foreign problems, “particularly including the Ameri- 
can balance of payments and the position of the American 
dollar,”’ but it gave no details. Second-day news stories on 
the conference said the President had been “greatly im- 
pressed” by Kennedy’s grasp of complex national problems 
and had been reassured by his views on monetary and 
gold issues and the importance of a balanced budget.* 


VARIETY OF WAYS TO REDUCE PAYMENTS DEFICIT 


The new administration’s immediate goal will not be 
completely to eliminate the deficit in the balance of pay- 
ments, but to reduce it to a sustainable rate and curb 
the heavy outflow of gold. The biggest danger, according 
to the London Economist, is not that the United States will 
devalue the dollar, but “what it may be forced, or feel 
forced, to do to defend it.”*® In addition to boosting ex- 


% The Wall Street Journal reported, De 8, that Kennedy advisers had been 
warned by Eisenhowe i hat the gold problem was likely to get “a lot hotter’; 
that it threatened “long, deep trouble.” 


% “Gold and the Dollar,” London Economist, Oct. 29, 1960, p. 475 


934 





Gold and the Dollar 


ports, bringing home dependents of servicemen, reducing 
military buying of foreign goods, cutting the staffs of U.S. 
establishments abroad, and urging world agencies to make 
loans in currencies other than the dollar, the Kennedy ad- 
ministration, if necessary, could take much more drastic 
action to solve the dollar problem. 


The question is frequently raised whether the United 
States should not reduce the gold backing of the dollar 
by repealing the statutory requirement of a 25 per cent 
gold reserve against Federal Reserve liabilities. This would 
make gold more freely available for adjustment of inter- 
national accounts. Henry C. Alexander, chairman of the 
Morgan Guaranty Trust Co., said in Hollywood, Fla., on 
Nov. 28: 


Along with protecting our store of gold, we should make clear- 
to our own people and to the world—what our gold is for, namely 


oid 


for making international settlements, not for redee yr our cur- 


rency and deposits. ... Repeal of the 25 per it gold-backing 


provision would be a logical step in the further improv 
international monetary framework 


No other country in the world requires that its currency 
be backed by gold. Economists say there is no reason why 
the Federal Reserve System should hold any gold reserve 
against paper dollars since these dollars cannot be redeemed 
in gold by American citizens. However, any early move to 
reduce the dollar’s gold backing, or to get along without 
it, would be interpreted as official admission that the dollar 
was in a precarious state and would be likely to bring 
on a monetary crisis. 


A more conventional way to save gold and dollars would 
be to limit travel or spending, or both, by Americans 
abroad. Two million American tourists spend about $2 
billion in foreign lands annually, which is $1 billion more 
than is spent by foreigners traveling in the United States. 
Each tourist who has been out of the country more than 
12 days may bring back up to $500 in duty-free merchan- 
dise. Great Britain, France, Canada and other countries, 
when experiencing payment difficulties, have put limits 
on the amount of money their tourists could take out of 
the country for spending elsewhere. President Eisenhower 
said in Augusta, Ga., on Nov. 16 that increased efforts would 
be made to get foreign countries “to extend more liberal 
treatment to their nationals in order to encourage travel 
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by them in the United States in the same way the United 
States has encouraged travel abroad by US. citizens, in- 
cluding significant duty-free allowances for returning 
tourists.” 


Private American investments abroad also could be re- 
stricted in order to halt the outflow of dollars. Business 
firms have invested heavily in overseas plants in the past 
decade and continue to do so at the rate of about $2 billion 
a year. A recent example is the $361 million offer of 
the Ford Motor Co. for mincrity stock holdings in its 
British subsidiary. Acquisition of full control by the Amer- 
ican company was approved by the British government and 
the offer was not withdrawn, although the U.S. Treasury 
had pointed out to the company that the huge dollar deal 
would aggravate the persistent flow of dollars into foreign 
hands. 


Direct investments abroad by American corporations ulti- 
mately bring profit dollars to this country, but the profit 
from any new investment in the year in which it is made 
will fall far short of the amount invested; indeed, it may 
take several years to put a new foreign enterprise on a 
paying basis. It has been suggested that exports of capital 
for such purposes might be limited or prohibited for the 
duration of the balance-of-payments emergency. Other 
possible remedies would include raising barriers to mer- 
chandise imports, discouraging flotation of foreign securi- 
ties in the United States, sharply curtailing the foreign 
aid program, paying U.S. troops abroad in foreign cur- 
rencies, and finally devaluing the dollar. 


GENERAL OPPOSITION TO DEVALUATION OF THE DOLLAR 


Secretary of the Treasury Anderson said in a broadcast 
on Nov. 1 that “the United States dollar is the soundest 
currency in the world,” that “we must maintain and pro- 
tect this financial system that was so laboriously built up 
in the past,” that “we cannot afford a debasement of 
our currency.” This view is shared by almost all American 
economists and there has been extreme reluctance even to 
consider the possibility of dollar devaluation under any 
circumstances. 


* At the end of 1959, American 


than $30 billion, of which $10.4 billion was invested in petroleum, $2.9 billion in 


mining, and $9.7 billion in manufacturing In their overseas operations these firms 
employed more than 3 million persons, distributed paychecks totaling more than 
$8 billion, and paid $4.5 billion in taxes to foreign governments Profits remitted to 
the United States from direct investments abroad totaled $2.2 billion in 1959 
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Swiss bankers are reported to think, however, that the 
dollar will have to be devalued within the next two years 
because “American costs have become too high.” 2! They 
have been quoted as saying that it would not be possible to 
reduce American wages and prices in the degree needed 
to meet the efficient competition of West European and 
Japanese manufacturers in important fields, and that again 
cutting the gold content of the dollar will be found to be 
the only way of restoring a competitive balance. 


The London Economist has pointed out, however, that 
“At a time when the world is becoming less deflationary 
and more competitive, a dollar devaluation could only pro- 
mote a round of competitive exchange depreciation.” ** 
Economists suspect that inelastic demands for exports and 
imports would defeat the purpose of devaluation, and 
if the percentage increase in the volume of exports did not 
exceed the percentage decrease of prices in terms of foreign 
currencies, the United States would actually earn less for- 
eign exchange than before devaluation. 


1 
+ at 
Tr 


t 
Ii« 


N ) FOR WorRLD REALIGNMENT OF CURRENCY VALUES 


While a variety of stopgap measures can be applied to 
halt the gold outflow, steps must eventually be taken to 
increase the buying power of the existing monetary reserves 
of all countries. Gold, the dollar and sterling “cannot be 
made to supply the reserves required for another decade 
of expansion in international trade.” 22 The Economist has 
said that “the long-range problem is to take on the uncom- 
pleted work of Bretton Woods by altering the dollar ex- 
change standard so that the ability of the United States 
to follow an independent monetary policy is never again 
in doubt.” 24 


Robert Triffin suggested in a study, Gold and the Dollar 
Crisis, that the International Monetary Fund be trans- 
formed into an international central bank which would 
issue a new kind of money to serve as an international 
monetary unit. National central banks, under this pro- 
posal, would play the same role as do the member banks of 
the U.S. Federal Reserve System. Triffin believes that under 


such a system deficits of member countries could be 


21 “*Why the Dollar Is in Trouble,” U.S. News & World Report, Nov. 7, 1960, p. 71. 
22 “‘Courage for the Dollar,”” London Economist, Oct. 1, 1960, p. 62. 

*% Peter B. Kenen, “The Gold Rush,” New Leader, Nov. 21, 1960, p. 6. j 

* “Defending the Dollar,” London Economist, Nov. 26, 1960, p. 982 
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financed up to specified limits, that an international liquidity 
crisis would be most unlikely to occur, and that the world 
trading and financial systems would not be subject to the 
potential instability of any national currency. 


Testifying before the Joint Economic Committee, Dec. 8, 
Triffin warned against “panicky” dollar action; “makeshift” 
remedies would leave the basic problem unsolved and might 
only aggravate it. He blamed the country’s dollar troubles 
on the “fundamental absurdity of the international mone- 
tary system itself, with its dependence on inadequate pro- 
duction of gold,” and recommended reform of the Inter- 
national Monetary Fund along the lines set forth in his 
earlier study. 


Speaking in Washington on Nov. 14, John K. Galbraith 
said: “A measure of common management in monetary 
policy must now be a prime goal of the major industrial 
powers.” No nation could gain anything from a crisis 
which might force the United States to devalue the dollar, 
to reduce its foreign aid program, or to raise high protec- 
tive barriers. He said’ central banks of Europe had the 
power to offset any future speculative run on American 
gold reserves and, since it is in their interest to do so, i 
was unlikely that there would be any repetition of the 
October “gold rush” on the London market. 
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